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Executive Summary 
The Chair of the Subcommittee on Corporate Governance, State Treasurer Phil Angelides has 
directed staff to present an information item on the companies that may prove to be of concern in 
this regard.  The list of these companies, known as the Global Security Risk Monitor (GSRM), is 
produced as a joint venture between the Investor Research and Responsibility Center (IRRC) and 
the Conflict Securities Advisory Group (CSAG). 
 
CalSTRS has used IRRC products for over two decades and has great respect for its research 
products; as you may remember, IRRC does not advise on issues, it only provides research on 
issues that investors are concerned about.  CSAG is a Washington. D.C. firm that apparently 
specializes in identifying and assessing global risk factors in the U.S. and other capital markets.  
In checking with other public pension funds, staff was only able to identify one other client for 
the service, CalPERS.  CalSTRS has signed a contract for delivery of the service at the cost of 
$12,500.00 per year.  Staff intends to have a joint meeting with IRRC and CSAG on Monday, 
September 16, 2002 to address its concerns regarding methodology, magnitude, validation, and 
credibility.  Information gleaned from that meeting will be provided at the Subcommittee 
Meeting. 
 
Staff has learned that companies get placed on the GSRM list if they have proliferation-related 
concerns and/or a tie to a country that sponsors terrorism.  Companies are then examined for a 
“Country Link.”  Country links are measured by a company’s equity tie, non-equity tie, or 
“other” tie to one of the six indicated countries:  IRAQ, IRAN, SUDAN, SYRIA, LIBYA AND 
NORTH KOREA. 
 
Definitions of the criteria are listed below: 
 
Proliferation Link 
Proliferation can be divided into two types of activity, with some overlap between them. First, 
proliferation concerns arise from the illicit trade of completed weapons systems, components and 
materials that are intended for military use. Second, international trade in "dual-use" 
technologies, 
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equipment and expertise (i.e., items that can have both civilian and military applications) can end 
up making available the ingredients to advance weapons of mass destruction and ballistic missile 
programs. The former activity usually provides a clearer target for efforts to curtail proliferation, 
as it involves the sale of goods and technologies that are originally designed or built for military 
application. North Korea's sales of missile technology to Iran, for example, have provided that 
government with an increasingly self-sufficient missile program and enhanced the country's 
power projection capabilities. 
 
Country Link 
Country links are measured by a company’s equity tie, non-equity tie, or other tie to one of the 
six specified countries.  The terms are defined as follows: 
 

��Equity Tie:  Company or subsidiary has employees or facilities physically located in the 
country. 

 
��Non-Equity Tie:  Company or subsidiary sells products or services in the country, 

purchases goods or raw materials from the country, or has distribution agreements with 
another party for the company’s products in the country. 

 
��Other Tie:  Company ties that do not appear to meet the definition of either an equity or 

non-equity tie. An example—the company sponsored a booth at a trade show in the 
country. 

 
Based on the depth of a company’s country and/or proliferation tie, CSAG assigns the company a 
risk level, and provides detailed support within the individual company reports: 
 

��Compounded Risk:  Potential for more pronounced financial or reputational impact upon 
share value, due to corporate exposure to Security Risks in two or more venues (i.e., 
countries or sectors covered by GSRM). 

 
��Reputational Risk:  Potential for a negative impact on a corporation's overall reputation 

that may, in turn, cause downward pressure on that corporation's share value. 
 

��Insufficient Information:  There is not enough information available to determine whether 
or not a company's operations represent a Security Risk to investors. 

 
Materiality 
Each company within the GSRM has an individual profile.  In each company’s profile, there is a 
“Revenue and Financials” section.  This section provides data on the financial implications for 
the company, and when available for the governments, related to its operations in the countries 
tracked by GSRM.  However, GSRM does not measure the dollar activity materiality (i.e., Iran 
sales as % of revenue, or % of earnings, etc.). 
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��Exclusions:  Company A operates in one of the six specified countries.  If Company B 
owns less than 10% interest in Company A, Company B will not be included in GSRM. 

 
Each company is given an individual profile that includes a revenue and financials section.  This 
section is designed to provide data on the financial implications for the company and/or 
governments related to the companies’ operations in the six countries.  Seemingly, this step 
would go toward the issue of materiality for each company and investor. 
 
Attachment 1 presents the GSRM list as of July 19, 2002.  The next list is expected to be 
provided on September 19, 2002.  If available we will bring copies of it to the meeting for your 
perusal.  Attachment II is a sample report on a specific company, Royal Dutch. 
 
As noted on the list of compound exposure, the top 7 names in the CalSTRS portfolio comprise 
almost 90% of the exposure.  These companies are large multinational firms such as the oil 
companies of Royal Dutch, Total Fina, Conoco, and insurance/financial firms title ING, BNB 
Paribas Bank, and the industrial electronics giant Siemens.  Measuring the exposure level of 
materiality within these firms is critical to developing an assessment of the risk to CalSTRS and 
the appropriate plan of action. 
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